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The role of consumer credit in the American economy h&s been a
very distinctive one. Statistics show that it began to grow in injjor-
tanoe after World War I and fell off during the great depression. An
the effects of the depression lessened it attained a very rapid pace,
but again its pace was out back by the enforced controls on consumer
goods during World War II in order that all efforts could be placed on
war goods.
Immediately after World War II consumer credit again began
gaining momentum as a result of the freeing up of pent-up demand for
consumer goods during that time. Since the early post-war period it
has continued to grow by leaps and bounds and its profound effect on the
econon^ can be realized when one notes the sunount of consumer credit
outstanding on June 30, 1965. The figure was $76 billion.^ Again, its
rapid growth can be noted when we coii5)are 1957's figure of outstanding
credit of $45 billion to that of 1965’s figure which was noted above.2
^”Cons\jmer Business Trends,” The Credit World (International
Consumer Credit Association, Narch, 1966J, p. 31.
National Consumer Finance Association, Finance Facts Yearbook
(Washington, D. C., 1964), p. 38.
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Consumer credit plays a very iji5)ortant role in our economy
because of its direct relationship trith the economic growth of the coun¬
try. Consumer credit is one of the major consonants of our economy’s
total debt. In fact, iirtienever there is the threat of inflation, con-
svunor credit often stands first in line when the brakes are applied to
Insede further expansion. This was proven only a few months ago when
President Johnson was contenslating raising the interest rates on
installment financing. A newspaper report indicates that he felt that
this would have a direct effect in preventing the econony from going
into a serious inflationary period because the increased interest rates
would tend to ctirb cons;jmer spending patterns to some extent.^
As time moves on and our economy continues to grow, consumer
credit no doubt will continue to grow also. As consumer credit continues
to grow, new problems will be faced by the consumer. These problems will
have to be solved so that the best results can be reaped by all citizens.
In this paper, a nvtmber of these problems are discussed, and an atteii5>t
is made to draw some logical conclusions. For, because of the current
status of consumer credit and its profound effect on our economy, it is
believed that a paper written on some aspects of consumer credit is
justified.
Statement of the problem.—On March 30, 1966, President Johnson
announced that he was contenqplating raising the down-payment requirements
on installment credit so as to curb inflation.^ Shortly before this,
^Atlimta Journal, March 30, 1966, p. 2.
2lbid
5
the CBS television network had presented the program "I. 0. TJ. $316
Billion.” The amount of this I. 0. U. was the ciirrent consumer debt
outstanding in our economy in iriiich was included the amount of $86
billion in installment credit.^ The President’s conteii5>lated action
seems plausible since he was thinking in terms of the nation’s sixtieth
consecutive month of prosperity. Hlhat the President and the CBS reports
were really arguing was that the nation was probably expsinding too
rapidly, and as a result, the economy might have been headed for a major
down-turn. They based their conclusions on the following factsi (l) The
nation was expanding too rapidly, (2) businessmen were grsinting credit
too easily, (3) consumers were using credit unwisely, and (4) bankruptcies
were increasing faster than ever.
These are the basic problems that the author deals with in this
paper. Other problems are touched upon idiere necessary. After pre¬
senting a general view of these problems, some conclusions are arrived
at as to possible ways of dealing with these problems when and if they
should occtur in future years.
Significance of the study.—It is believed that the information
contained in this study can be useful to all consumers vdio wish to learn
basic principles of consumer credit~how to shop for it, and how to use
it wisely once obtained. It is also believed that this study will give
helpful hints to persons who are engaged in the field of granting con-
Bvuner credit.
^CBS News Program, February 24, 1966
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Definition of consumer credit,—Consumer credit may be defined as
the credit granted to customers to facilitate the process of oonsun^tion.
Theoretically, and from the consumer's standpoint, consumer credit is
the poTwer "which an individual uses in obtaining goods and services, or
borroiring money, for consuiqjtion purposes on the promise to repay an
equivalent at a future time.
Consumer credit is a term "which is officially defined by the
Federal Reserve System as short and intermediate-term credit. Mortgage
credit, "vrtiioh is long-term credit, is therefore not technically con¬
sidered a form of consumer credit, despite the fact that it is "widely
used by consumers to acquire homes.^
Types of consumer credit.—Consumer credit may be classified
into t"wo categories, based upon the method of repayment:
a. Non-installment Credit. This type is single-payment
credit. It is used for charge accounts, utility
bills, doctor bills, and single payment cash loans.
b. Installment Credit. This type is repaid in a series
of payments, ranging from a fe-w months to several
years. Installment credit al"ways involves a written
legal contract. There are "two types of installment
credit:
1, Installment Sales Credit. This is for the pur¬
chase of major durable goods such as an auto¬
mobile, furniture, or appliances.
2. Installment Cash Credit. This is proirided
through money lent to the consumer for the
payaient of aoc^amllated bills, to meet
unexpected emergencies, for education, or for
other constructive piu^poses.
National Consumer Finance Association, The Wise Use of Credit
(Washington, D. C.), p. 3.
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Scope and limitation of the study.--Rather than to give a -very
limited study of consumer credit, the -writer feels that it is necessaiy
to gi-vB a some-jdiat general -view of the topic. Ho-we-ver, limitation has
heen necessary, and as such, the sur-vey has limited the study primarily
to installment credit. From time to time, howe-rer, throughout the paper,
other fonns of consumer credit are touched upon -where necessary.
Method of prooedvire.—A re-vlew of literature in the field -was
made concerning the nature of consumer credit so as to gain insight into
its best use by constimers and how to grant it on the part of the business¬
man. Primary research sowoes are pamphlets and fact books published
by the International Consigner Credit Association and the National Con¬
sumer Finance Association. Other sovirces include gc-Temment publica¬
tions, books, and personal interTie-ws.
CHAPTER II
THE IMPACT OF CONSUMER CEEDIT ON THE NATION
Origin of consxanar credit.—Consumer credit is almost as old as
history itself. It began nhen an individual borrowed goods from another
with the promise to pay at a future date according to agreed upon
terms.^ One phase of consumer credit, installment finsuicing, can be
cited as an exanple of concrete evidence that consumer credit has been
in existence for a long time. The following paragraph gives reference
to thisi
There is nothing new about installment credit
as a business practice. In fact, it is a very old
device, probably as old as credit itself. It is
even older than Christianity, and has been practiced
on a limited scale in connection with marine instirance
by the Babylonians and Phoenicians. In Rome, according
to Plutarch, Crassus, -mho was a contenqsorary of Julius
Caesar, simassed a fortime by buying up houses during
periods of great conflagrations, rebuilding them and
selling them on the installment plan.2
As one can see from the above paragraph, being in debt is not
new. The Babylonians, the Egyptians, the Celts, and the Romans, among
^Hillel Black, Buy Now, Pay Later (New York* William Morrow and
Company, 1961), p. 7.
^Theodore N. Beckman and Robert Bartels, Credits and Collections




other civilirations, extended credit* Even the puritans on the May-
floTier bought passage on an installment plan.^
The early years of consumer credit in the United States*—Con-
siuner credit, as an econoiaic institution, probably is an outgrowth of
the increasing industrialization of jRmerioa* In the mid-nineteenth
oentviry, American family life was characteristically rural* The family
was relatively self-sufficient, producing for itself many of the necessi¬
ties of life*^
With the industrial revolution, there was a great population
movement into cities, and the fauaily became increasingly dependent on
others for goods and services. The economic role of the family changed
from that of producer to consiuaer. Characteristically, the head of the
family worlced for wages, and the essentials of life were paid for by
cash* When energenoies arose ydiich required extra cash, there were no
lending institutions willing to maloe small cash loans* To meet this
need, there developed slowly and over a period of mainy years, the insti¬
tution of installment cash credit*
Installment sales credit also had its origin in the industriali¬
zation of America. An advancing technology, manifesting itself in the
development of the automobile, led to this type of credit* The American
consumer needed a sound economic plan through idiich he could acquire a
^Jack C* Rothwell and William D* Schwartz, Business Review
(Federal Reserve Bank of Philadelphia, July, 1965), p* 3*
%ational Consumer Finance Association, The Wise Use of Credit
(Washington, D. C*), p. 4.
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”big ticbet” (expensive) piirchase like an automobile and pay for it on a
realistic periodic schedule while he was using it. Without such a plan,
perhaps the market for automobiles would have been far more limited.
For through this economic institution, the automobile has been converted
from a luxury item to a product available for the convenience and
pleasure of the average American family. It is significant, in terms of
otir over-all economy, that the production of automobiles has increased
from fewer than 5,000 in 1900 to its present annual rate of more than
six million.^ No doubt, installment sales credit played a hey role in
this growth.
Consvaaer credit during and after World War II.—Changes during
and after World War II had a profoxind effect on many aspects of the
American economy. Large-scale \meii^loyment persisted throughout the
thirties due to the after-effects of the depression and even at the end
of 1941 when the United States was drawn into World War II, there were
still some five million persons out of work.** The demands for war
goods rapidly absorbed the uneiqjloyed, and women and retired workers
entered the labor force in large nuinbers. Thus, the economic status
of millions of American families improved during this period.
As a result of this, consumers had larger incomes. These
incomes did not do them much good since they fotind it in^ossible to
spend these incomes in a normal pattern. Due to wartime demands for
llbid.
^Carl A. Dauten, The Consumer Finance Industry in a Dynamic
EoononQr (St. Louis, Missouri* American Investment Cojj?)any of Illinois,
1969 )7p. 92.
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mentals and for production facilities, the goveminent stopped the pro¬
duction of automobiles and many other durable consumer goods, sind greatly
curtailed the production of others and thus caused a tremendous pent-up
demand for these goods following World War II. Since many consumers had
regularly used consvuner credit to buy durables, the reduced availability
of durable goods also reduced the demand for such credit.
Because of the shortage of diirable goods due to restricted pro¬
duction, the total volxime of consximer credit dropped materially during
the period of the war. According to estimates of the Board of Governors
of the Federal Reserve System, total consumer credit was at a level of
|6.1 billion at the end of 1938 and increased to $9.2 billion at the end
of 1941. It dropped to $4.9 billion at the end of 1943, a drop of 47
per cent. The amoinit of credit outstanding at the end of the year
inoi*eaBed slightly in 1944 and went up some 16 per cent to $5.7 billion
at the end of 1945.^
Since the end of World War II, consumer credit has grown rapidly.
The year, 1958, was the only year that failed to witness a considerable
gain in the amount of such credit since 1946. The increase in that year
was only $1 billion. From the period, 1939 to 1956, consumer credit
outstanding jiimped from $7 billion to over $36 billion. During this same
period, installment credit increased from $4.5 billion to almost $28
billion, a rise of over 500 per cent during the ssuae period.*' One can
^Ibid., p. 99.
^Chamber of Commerce of the United States, Debt; Public and
Private, Report of the Committee on Economic Policy (Washington, D. C.,
1969), p. 30.
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clearly see from these figures that installment credit is the major com¬
ponent of consumer credit.
Consumer credit groTrth.—Much of the grourbh in the volxune of con-
sxuner credit can be attributed to normal growth of the econony. Increasing
population, rising incomes, and growing total constmption. The growth fac¬
tor alone, however, would not account for the increase in ratio of debt
to disposable income. Obviously, either a greater percentage of the popu¬
lation is able and willing to contract consxaner debts, or those who do
incur debt plunge more heavily. Probably both factors have been impor¬
tant.
It may be true that a large proportion of the population never
buys on credit; estimates of the number of "all cash” purchases range as
high as 50 per cent.^ However, continued prosperity, high levels of
eiq)loyment, and rising real incomes, even in the lower income groups,
have increased the nianbers and percentage of families considered credit
worthy by sellers smd lenders. Moreover, continued prosperity and
optimism may well stimulate the borrower as well, and make him more will¬
ing to incvur debts, particularly Consumer debts idiich will be paid off
within one to three years.
Another possible cause of the long-term growth trend in debt may
be in the easing of credit terms—longer repayment periods, lower charges,
and other similar factors. A more important cause of the rising debt to
income ratio probably lies in the changing nature of the economy, such as
changes in oonsxmption patterns, and new goods becoming available as a re¬
sult of technological change.
^Ibid., p. 31.
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Finally, it appears obvious, even from a cvirsory inspection of
the figures, that automobile credit has been the main cause of the
increase in consumer debt relative to disposable income. Most other
areas of consTjmer credit do not show a significant disproportionate
growth. There has been an increasing percentage of families owning
automobiles, as well as an increase in the number of cars owned by the
average family. In 1955 alone, a year in vdiich there was a record
increase in installment credit, automobile credit accounted for almost
$4 billion of the $5.5 billion increase.^ The table on the following
page shows this increase. It also indicates that automobile credit
is a primary reason that consianer credit has continued to grow over
the years.
Futxire expectations.—After reviewing the previous discussion
one can readily see that consumer credit has been on the increase since
the post-war era of World War II. Factors were given for the continued
increase in the amount of consumer credit. With these factors in mind,
others can be added to predict some futxire outlook for constimer credit
in years to come.
Unless some unforseeable major abnormalities take place in the
economy (another major war for example) in future years, all indica¬
tions point to a continued and rapid expansion of consumer credit. This
statement is based on the observations that are being made in many
2
currently published books and periodicals.
•*-Ibid., p. 32.
National Consumer Finance Association, Finance Facts Yearbook
(Washington, D. C., 1966), p. 63.
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1939 7,222 4,503 1,497 2,719 1,414
1947 11,670 6,695 1,924 4,875 2,353
1948 14,411 8,968 3,054 5,443 2,713
1949 17,104 11,516 4,699 5,588 2,680
1960 20,813 14,490 6,342 6,323 3,006
1961 21,468 14,837 6,242 6,631 3,096
1962 26,927 18,684 8,099 7,143 3,342
1963 29,637 22,187 10,341 7,350 3,411
1964 30,125 22,467 10,396 7,658 3,618
195d 36,225 27,896 14,312 8,330 3,797
1966 42,611 31,897 14,459 10,614 4,995
1967 45,000 33,900 15,300 11,100 5,100
1968 45,100 33,600 14,200 11,500 5,100
1969 51,500 39,200 16,400 12,300 5,100
1960 56,000 42,800 17,700 13,200 5,300
1961 57,700 43,500 17,200 14,200 5,300
1962 63,200 48,000 19,500 15,100 5,700
1963 69,900 53,700 22,200 16,100 5,900
1964 76,800 59,400 24,500 17,400 6,300
Source: Federal Reserve Board, Finance Facts Yearbook, 1965,
p. 40.
At this point it might be well to give reasons for stating a
belief that consumer credit will probably continue to rise at a rapid
pace in years to come.
The first reason for this belief is that the market for con¬
sumer durables is growing wider and deeper. While it may be time that
13
one's life can become satiated "with life's unneoessities, that point
apparently has not yet been reached. Because of this, as more American
families earn higher incomes relative to family necessities, the trend
■will no doubt be to purchase more dtirable goods besides automobiles. In
short, the market for durables is deepening as more families are ■milling
and able to b^uy tiro or more items ranging from oars to television sets;
widening as incomes, leistire, suid changing tastes tempt the average man
to indulge his fancy.
A second reason for this belief is charged to inventions and
Innovations. American industry is continvially introducing new products
and making improvements on old ones. Exajiples are color television and
the gas turbine engine.^
A third reason is because status seeking appears to be the trend
in the American econoBQr. As a result of this, the seeking of status has
become a big business. It is reported that it enters into many decisions
2
to buy automobiles as well as oonsiuner dtirables.
Another reason for this e3q)ectation is because of rising incomes
to the poorer class of people and President Johnson's Anti-Po^verty Act
of 1965.®
It is belie-ved that changes affected by these two forces will add
to the current consumer debt since this class ■will spend for other goods
besides the bare necessities of life once they can afford it.
^Federal Reserve Bank of Philadelphia, Business Re-view (Phila¬




’’Attitude” is another factor which will probably have a profound
effect on the future use of credit. Since 1945 there have been at least
three additional factors influencing popular attitudes toward borrowing.
They arei (l) confident expectations, (2) more lending institutions, and
(3) the passage of time which has bred a new generation mth new ideas on
debt. All three factors will no doubt have an important bearing on the
course of consumer credit in coming decades.
The final reason for this belief is because of the emergence of
our new, young generation which has never experienced a setback like the
major depression.^ With a good deal of optimism, young people frequently
project their economic future in the terms of the present, irrespective
of Tdiat actual conditions may be expected to prevail later. Rightly or
wrongly, they are taking the liberty of tiranslating this youthful confi¬
dence into debt and new attitudes regarding its honesty. These are the
significant reasons vhy consumer credit is expected to rise continually
in future years. There will be more reasons as time moves on, but
these should show one that in the absence of another major war consumer
credit will definitely tend to continue to rise at an unprecedented rate
in future years.
^”Is Credit Qviality Getting Too Low?”, Business Week, October 2,
1965, p. 80.
CHAPTER III
CONSUMER CREDIT AND THE BUSINESSMAN
The importance of oonsumer oredit to the businessman*—The point
■was made previously that oredit has become an in^ortant part in the
American way of life. Initially, the prerogatiire of the favored few,
it has now become the right of the vast majority. From being merely a
service, it is now a powerful tool for creating profitable sales. Over
one-third of all goods produced and services offered in the United States
are being purchased on credit.^ As a result, more and more businessmen
are realizing the necessity of offering oredit facilities to their
customers. According to the National Retail Credit Association, con¬
sumer oredit offers the businessman in the field of retail credit the fol¬
lowing advantages:
1. It helps to increase profitable business at small
increased expense.
2. It attracts customers yAio want or need credit.
3. It tends to make casual customers into regular
customers.
4. It encourages concentration of purchases in one store,
rather than scattering them over many.
5. It decreases price resistance and encovirages multiple
sales.
^S. Lees Booth, Finance Facts Yearbook (Washington, D. C.:
National Consumer Finance Association, 1965), p. 25.
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6. It brings traffic into the store and thereby encourages
"impulse” buying.1
While one may easily agree with the National Retail Credit Associ a-
tion. he must recognize that even with these advantages, the businessman
must take iBq>ortant steps before making the decision to offer the
facilities of consumer credit to his customers. He must carefully analyze
tdiether or not to sell on credit, and, if that decision is favorable, he
must then establish a definite oredit policy. These factors are dis-
oussed in some detail in the sections vdiich follow.
It has been stated that consumer oredit has been a primary reason
for the continued increase in sales to the retailer and that without the
aid of consumer credit the retailer's sales would probably not be at its
present figure today.^ If one assumes that these statements have merit,
it follows that the businessman should profit by continuing to be as
considerate when he is granting oredit to the consumer as he is idien the
consumer is buying for cash.
Legal aspects of constaner credit.—The legal aspects of consumer
credit is a subject idiich is con^jlex, as the laws vary substantially
from state to state. However, there are a number of problems vdiich the
credit sales manager vrill encounter almost daily and with which he
should become familiar if he is to handle such problems successfully.
This requires some knowledge of law as it siffects business oredit. He
must, therefore, learn about the legal rights of the creditor euid the
National Retail Credit Association, Making Credit Profitable
(St. Louis, Missouri, 1959), p. 3.
2lbid
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debtor and also "preventive law" so that legal controversies may be
avoided. However, legal questions my ooo\ir vdiich he caxinot handle and
a oon^etent attorney should be consulted.
Finally, the point my be mde that although laws differ, it
generally is possible to discover a general pattern of commercial law
throughout the various states.^ However, since the Jurisdictions differ
in mny of the inq>oirbant details, it is wise for the credit manager to
consult with an attorney on his own local laws.
Risk involved in consumer credit «»—The primry concern of a
businessman is generally assiuned to be to mke a profit. Therefore, the
mjor problem of the concern vdiich grants credit to its customers is to
collect payments on this debt. It can be stated at this point that "an
account well opened is already half collected." The businessman will have
fewer slow pay accoimts and bad debt losses if he knows more about his
credit customers in the beginning. That is, before the account is
opened, with prior information he can determine more precisely the
applicsuat's ability and willingness to pay. The form shown on the
following page or one similar to it my be used to rate an applicant before
credit is grsinted to him.
After the businessman has granted credit to an applioemt, he
should stick to his credit policy. The extension of credit should be
treated in the same way as the merchant does his buying and selling--a
planned program. Two factors to be considered in the businessman's credit
policy should be vdiether to be lenient or strict in the acceptance of
%illisuii R. Bandy, Legal Aspects of Credits and Collections (St.
Louis: National Retail Credit Association, 1960), p. 3.
HOW TO RATE AN APPLICANT
FAVORABLE UNFAVORABLE
EMPLO-IWENT With good firm two years or more*
Job involves skill, education.
Shifts Jobs frequently. En^loyed in
seasonal industry such as construction
work, unskilled labor.
INCOME Steady, meets all normal needs* Earnings fluctimte, depend on commissions,
tips, one-shot deals. Amount barely
covers requirements.
RESIDENCE Owns own home or rents for long
periods in good nei^borhoods.
Lives in furnished rooms in poor neighbor¬
hoods. Changes address frequently.
FINANCIAL
STRUCTURE
Has savings account, and checking
account that requires minimum
balemoe. Owns property, invest¬
ments, life insiiranoe.
No bank acooxmts. Pew, if any, assets.
DEBT RECORD Pays bills proiq)tly. Usually makes
large down payment. Borrows in¬
frequently and for constructive
ptirpose •
Slow payer. Tries to put as much on
credit as possible. Frequent loans
for increasing amounts.




Family man. Not many dependents
relative to income. Mature.




Seeks loan from bank with idiioh he
regularly deals. Answers all
questions fully and truthfully.
Applies for loan at banking office far
removed from his residence or place of
business. Makes misstatements on
application. In great hurry to obtain
cash.
Sourcet American Bankers Association
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accoimts or -whether to be lenient or strict in collection follo-w-ups.
These -two factors give reference to the fact that it is probably good
business to accept "border line” accounts. Howe-rer, sosoe businessmen
believe that a lenient credit policy and strict collection folloir-up
bring best results idiile other businessmen prefer to be more selective in
accepting credit applications and then allo-w greater latitude in pay¬
ment.
Probably for most businessmen the best policy is one that per¬
mits the acceptance of the greatest number of accoiints coii5)atible with
sound principles and one which employs a consistent collection follow-
Ho-w much money to tie up in accoxmts recei-vable is another factor
that -will be of major concern. This bears a definite relationship to the
businessman’s a-vailable capital. It is possible to have money tied up in
accoTmts receivable euad thus be strapped for -working capital emd a-vail-
able funds -with -which to discount bills and pay operating expenses. The
businessman may need to get ad-vice from his banter on this point. It
should be remembered that the businessman should retain control of his
accounts reoei-vables at all times, know their status at all times, and
follow past-due acooimts -with consistent collection effort.
Another question that arises is, -wdiat collection percentage should
the businessman try to maintain? This is a very important decision and
it usually depends upon -working capital needs and plans to expand.
Generally, businessmen expect to collect from 36 per cent to 50 per cent
National Retail Credit Association, Making Credit Profitable
(St. Louis, Missouri, 1959), p. 2.
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or more during the first ten days following billing on 30-day accounts*
Albert F* Chapin writes that on installment aocoxmts 10 per cent to 16
per cent of the total outstanding acooxmts collected each month is usual
and considered satisfactory*^ A businessman can expect to obtain a high
collection percentage by close screening and strict follow-up of accomts*
However, if the percentage is too hi^, it may mean that the business¬
man is driving away profitable volume*
The final and perhaps most iiq>ortant risk is that of bad debt loss*
According to the National Retail Credit Association, bad debt losses on
a national level on monthly charge accounts range from one-tenth of one
per cent to one per cent of credit sales and on installment accounts,
bad debt losses range from one per cent to two per cent of installment
2
credit sales* However, results of the amount of bad debt losses de¬
pend upon the type of business, the store's credit policy, and local
and national economic conditions*
The problem of personal banloruptcies*—Personal bankruptcies
have become a growing concern to credit grantors in the last decade*
The National Constuner Finance Association reports that during the
fiscal year ending June 30, 1964, there were 165,182 personal (non-
business) bankruptcy petitions filed in the United States—an increase
5
of 261 per cent over the 44,243 petitions filed ten years earlier.
^Albert F. Chapin, Credit and Collection Principles and Prac¬
tices (New York* McGraw-Hill and Company, 1963), p* 118*
^National Retail Credit Association, op. oit*, p* 3*
®S. Lees Booth, op* cit*, p* 49*
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On the average, there were 82 hankruptcies per 100,000 population in the
United States in 1964, up from 28 per 100,000 population in 1954*^
Long study has revealed no single solution to the bankruptcy
problem. While the bankruptcy law is a federal law, it does permit
different personal exeiq)tions depending on state law. These elements of
state law, as well as wage garnishment in various states, have different
effects on the number of bankruptcies by states. Moreover, the bank¬
ruptcy law is subject to differing interpretations between districts, for
one reason at least, because it has not been modernized. Certain bank¬
ruptcy problems are growing and considerable work needs to be done in
tenns of in^jrovements in the bankruptcy law, as well as in related state
laws. At the same time, financial counseling is a prime requirement for
those Tidio are likely prospects for bankruptcy or are problem credit-
users. l&ich serious study is now in progress on both of these problems
and some studies have recently appeared vdiioh define the problems more
precisely and point to the characteristics of the people involved.^
The outlook of consumer credit in future years from the view¬
point of the businessman.—As stated earlier, businessmen did not grant
credit to consumers on a wide scale prior to World War II. Credit was
not enough to cause a major change in their pattern of living. However,
the post-war years of World War II brought increased incomes and pent-up
demand. Businessmen immediately recognized the chance to make high
^Ibid.
^John J. Brosky, "Some Suggested Solutions to the Bankruptcy
Problem," The Credit World (March, 1966), 13.
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profits from this new -renture.
Unfairness and many other undesirable acts were practiced by
businessmen during this period. However, in recent years, the business-
man has realized that the best results from cons\nner credit are realized
when fair treatment is given to the consxuner. He has discovered that
ttnfairness usually results in over extended debt, repossessed goods, smd
banknjptcy. Therefore, he seeks to determine how much the consumer can
really afford before he grants him credit. As a result of this, business¬
men have continued to receive higher profits year after year from the in¬
vestment in oonsxnaer goods. If the present trend is continued, business¬
men will no doubt continue to receive these high profits as a result of





CONSUMER CREDIT~ITS EFFECT ON THE CONSUMER
A few short generations ago only a business or government could
be in debt and remain respectable. Family debt was, to the neighbors,
a sign of profligacy or incoii?)etence and, to the borrowers a sword over
the head.
Today the use of credit is so common that it is a rare family or
individual that does not owe somebody something, even if it is no more
than the price of last month’s electricity.
At any given point nearly half of all the families in the
United States are repaying cash loans or making payments on
installment-plan purchases.^ Economists and sociologists discuss
endlessly the causes smd the consequences of this change. But note
here Just one factor that is both a cause and a result: the development
of the lending business. Nowadays there are thousands and thousands of
organizations, public and private, profit and nonprofit, that exist to lend
money to people. Thus, an average family today finds credit readily avail¬
able. But perhaps the average family suspects that while credit can be
a very valuable financial tool it can also, like any sharp-edged tool,
be dangerous as well as helpful. The average family probably finds the
mechanics-rates, loan terms, legal requirements, etc., to be confusing.
^”A11 About Credit," Changing Times (March, 1963), 1.
23
24
To such a family or an individual the information discussed in this
chapter is addressed. The purpose of this chapter is to suggest ways to
use consumer credit wisely, to help them avoid misusing it, or paying
too much for it.
What consumer credit means to the constimer.—Since consumer credit
is now part of our everyday life it seems ia^ortant that all Americans
mderstand and use it wisely. As mentioned before, consumer credit is an
economic device through which many Americans acquire -vdiat they want when
they want it and pay for it out of future earnings. It serves to main¬
tain a balance between America’s production, distribution, and consun^ition
and it makes the obtaining of consumer goods more convenient for \is
because payments can be spread over a longer period of time.
Because of consximer credit, the manufacturer of consumer goods
is i^asonably assured of a mass market because he knows that a large
number of consvuners will find it economically possible to buy iriiat he
offers. Because the manufacturer is reasonably certain of a mass market,
he engages in mass production. Due to the economics of mass production,
according to economic theory, the cost of each individual item is less
than it would be if it were manufactured in smaller qxiantities. Thus,
low unit cost is achieved. Because goods and services are produced at
low unit cost and achieve widespread consumer distribution, America
today has one of the world’s highest standards of living. That is, an
in^jressive number of Americans are well-fed, clothed and housed; we have
a high level of health and education; and we are able to afford the
material, intellectual, and spiritual satisfactions of life.
The writer feels that the following facts, as stated by the
International Consumer Credit Association, are foxu* of the major
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reasons vhy oonsiimer credit has been so In^ortant to the average con¬
sumer,^
1, The consiuner can achieve a higher standard of living
through installment credit iwhich enables blm to pay
for goods and services idiile he is using them,
2, Consumer credit is a self-in^osed savings program
through -nhich a family's net worth can be increased,
3, Consumer credit gives credit-worth consumers a
"cash reserve" on idiich they can draw to meet un¬
expected expenses,
4, Consumer credit often enables people to realize
substantial savings by providing cash to make
p-urchases when the price is advantageous.
Need for consumer education,—Perhaps the first and most iii5>or-
tant way that the consumer can help himself is to educate himself in
the field of constuner credit. There are various organizations in towns
and cities idiioh engage in the activity of helping the consumer to use
credit wisely. The two most iB|>ortant ones are the Better Business
Bureau and the Chamber of Commerce, If there is no similar organization
in a town because of size, the consumer csua consult other organizations
established for the purpose of helping him such as the "International
Consianer Credit Association" in St, Louis, Missouri and the "National
Foimdation for Consumer Credit" in TiTashington, D. C, These organiza¬
tions are engaged in the activity of printing various literature, as
often as possible, so that the consumer can obtain this literature free
of charge in hopes that he will learn how to shop for credit and how to
use it wisely once obtained. These organizations also engage in the ao-
^William Henry Blake, How to Use Consximer Credit Wisely (St,
Louis: International Consumer Credit Association, 1953j, p, 25,
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tivity of makLag lectures to various groups throughout communities in
this country* These lectures (as well as movies) are given in hopes
that nonenlightened consximers will gain some insight into the proper
and wise use of consumer cfedit.
The remainder of this chapter has been designed to show ways in
Tdiich the consumer can shop for credit and to use it wisely once ob¬
tained so that he might reap the best results from the use of consumer
credit.
Shopping around.—The term ’'shopping around" means that the
consumer should buy only those goods that will give him the most satis¬
faction for his money, and at the same time, piarchase those goods only
from that dealer or firm which offers the best terms omder given con¬
ditions. The conditions, though, will depend upon the financial strength
of the consumer and the number of firms that he can choose from at his
discretion. When shopping for credit the oonsvuser should remember that
credit should be tailored to idiat he is buying and how he prefers to pay
for it. He should shop for it as carefully as if he were using cash.
At the same time the cardinal principle of consxuner credit should be kept
in mind. This principle states that "each consumer should use his credit
■vdien to do so is distinctly to his advantage and for no other reason."^
It was stated in Chapter II that automobile credit was the largest
con5)onent in consumer credit. For this reason it seems in^jortant at this
point to give some basic facts that the consumer should be concerned
William J. Cheyney, Using Our Credit Intelligently (Washington!
National Foundation for Consumer Credit, 1963), p. 14.
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about Tffhen he is shopping for an automobile. As with all installment
credit, changing times suggest that he should ask the dealer for am
itemized bill showingt
1. An item by item listing of the cost of the car and
accessories (required by law to be posted on the
car window).
2. Total Interest charges, in dollars.
3. Exact amount of down payment and each monthly
statement, including the final one. This figure
should be broken dotvn to show how much is the
payment on the actual cost of the oar and
accessories, and how much is the interest or
service charge,
4. An itemized list of other charges, insurance,
credit checks, etc.^
With this in hand, he can go out and get con^arable figures on a
cash loan. Then he will know idiether he o8in save by financing through a
bank or other cash lender.
For further protection the constnner should keep the following
four points in mind:
1. He should buy only from a reputable dealer. He
should also beware of dealers who are in business
not to sell their products but only their finance,
and at the same time beware of ads that en5)hasize easy
credit above the quality of their wares.
2. He should always read the installment contract before
signing it and know the simoxmt of credit charges, the
penalties for default or delinquency on payments, and
other conditions of repayment,
3. He should examine carefully the nanufacturer ’ s or
dealer’s giiarantee on the life of his equipment and
know vdiat recourse he has after the "thirty days"
trial period if the appliance breaks down.
^Changing Times, op. oit., p. 1.
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4, He should check the legislation in this state, and
Diafce certain that the dealer lives up to the
requirements of the law.
The problem of over expansion—■Consumer credit has become so easy
to purchase in the last decade that many consumers are abusing it and
using it unwisely. This has been shown by the increasing rate of bank¬
ruptcies being claimed by families.^ A good credit rating is hard to
establish for some consumers, and it would be to their advantage to
keep it in that position once attained. In past years, it has been
very difficult for a person to have his name removed from the black list
of a credit bvireau once it had been placed there.
There have been many causes of over-extended debt such as folly,
over buying, and misjudgment on the part of the busineseioaan. In most
cases, however, over-extended debt can be traced to the following
causes; (l) in5>ulee buying, (2) emergency needs, and (3) inattention
of rising debt. In^ulse buying should not be much of a problem since
the consumer should purchase only that amount of credit that he can afford.
The second cause, emergency needs, cannot be helped at times because one
never knows when emergencies will arise. However, this problem can be
alleviated someiiriiat by the establishment of a cash reserve to be used by
the consumer when he has no other alternative. The third cause,
inattention of rising debt, has been the result of the high cost for the
use of consxmer debt in which case many consumers have not been aware of
this fact. However, at many times, consumers were aware of this fact
^Brosky, op. cit.
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but they still continued to purchase goods and as a result were plunged
deeper into debt.
Over-extended debt is of major concern to the government as well
as to the consumer and the businessman. It becomes a problem to govern¬
ment whenever the threat of inflation is in existence. However, the
government can curb this problem very quickly by the installation of
increased interest rates on consmaer credit.
The cost of credit.—Consumer credit, as with any other type of
credit, carries a charge or interest for the use of it. The charges or
interest rate for consumer credit is generally higher than that for
business credit because the paper work involved with consumer accounts
entails a great deal more time, work, and money than that of a business
accoiait. For these reasons, the consumer should expect to pay a higher
amount for credit, but these rates should be fair.
Since the beginning of consumer credit there has been the issue
of a fair charge as to the rate on consumer credit. A great deal of
concera has been the result of this topic. It was stated by Senator
Robert F. Kennedy that an eleventh cabinet position should be added by
Congress so that consinners would not continue to be led to the slaughter
like sheep.^ Senator Paul Douglas, who in the summer of 1960, conducted
congressional hearings on consximer credit, has commented:
In too many instances today, the consumer who signs
a doc\anent that places him in debt would have to be a
lawyer to xmderstand the fine print that spells out his
rights and liabilities, and he would have to be an
^”The Huntley-Brinkley Report,” April 29, 1966
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accountant or an expert in higher mathematics to compute
the cost of the credit in siii5>le annual terms.^
Questions have been asked as to iwhy there has never been a
standard rate. This would be iii5)OBsible, since all businessmen do not have
the same type of business nor do they have the same costs. Along with
this, every possible means has been used by businessmen to "trick” the
consumer and tie him up so that it would take an alert person or one
that was familiar with consvuner arithmetic to figure out the true rate
of interest.
J&iny laymen think that they are protected by the "usury law,"
but they are mistaken. Usuiy laws were established for the primary purpose
of stopping "loan sharks" from charging exorbitant interest rates. These
illegal lenders, it is estimated, defraud borrowers every year out of
thousands of dollars. They operate in every state, though they find it
more difficult to operate in states where the Uniform Small Loan Law
is effective. This law places a ceiling on the rate of interest that
can be charged on losms. This rate varies from state to state.
The usury law was not established for installment debt. Interest
on money and charges cn installment debt are entirely two different
matters. In the case of installment debt, the merchant can charge as
much as he csin get away with since it will be concealed in packing,
service fees, delivery charges, and a carrying charge. This is idiy
there is a dire need for consumer education. If the consxuner can figure
^American Federation of Labor and Congress of Industrial Organi¬
zations, Consumer Be*vard (Washington, D. C., l&irch, 1962), p. 4.
^Chapin, op. cit., p. 107.
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out the true rate of interest he can shop for credit elsewhere when he
suspects an exorhibant amoimt is being charged. The following illustra¬
tion shows how true interest can be figured.
A finance con^ieuiy offers a loan of $100 to be repaid
in eight monthly payments of $14,25 each. The amovint repaid
is $14 more than the amount received or 14 per cent. Since
the loan period is only two-thirds of a year, converted to an
annual basis the interest rate becomes 21 per cent on the
amoxmt originally borrowed. The full amount, however, is
borrowed for only 1 month, and the loan is retired at the
rate of one-eighth of the principal per month. The
average length of time the full loan is outstanding is,
therefore, the sum of the series of n^lmbers 1 to 8 divided
by the number 8 or 4^ months. A loan thus amortized is
equivalent to a loan not amortized but paid in full in
4^ months. The actxial rate of interest thus becomes the
sin5)le rate of interest, 21, times the nxjmber of payments,
8, divided by the average length of time the loan is out¬
standing, 4-^ months. Simplified, the actual rate s
21 X 8 ,
■
""^3:— = 37 1/3 per cent.
This can be stated as the following formula*
io _ Nx SR or 2N X SR ^
"
(K + IJ t 2 M ♦ 1
Hhen AR is the actual rate of interest, N the number of
installment payments, and SR the rate of single interest,
this formula is applicable when the installment payments
are in like eimounts, as is usually the case.
The following six ways show the consumer how to save on credit
costs:
1. Finance charges on installment purchases may vary,
and the consximer may choose the less costly.
2. Shorten the time payment period as much as possible,




4» If insurance is required, it should be described
and listed separately with its cost.
5. Take advantage of rebate privileges if provided
or required. Substantial savings might be made
if a credit obligation is paid off in advance.
6. Consider the entire transaction—the entire
"package”—quality and price of goods or service.1
There should be no doubt that the consumer could help himself a
great deal by using the above information or some similar to it.
Some merits and demerits of the cost of consumer credit.—The
fact was stated earlier in the chapter that there is a grave need for
oonstimer education in the American economy. Also mentioned earlier in
the chapter was the belief of Senator Paul Douglas that a bill should be
presented to Congress that would prevent unscrupulous practices against
p
the consumer.
Mr. George Griffith, Credit Manager of Rich's, Incorporated, of
Atlanta, Georgia, also agreed that a bill should be passed to help pro¬
tect the consumer from unfair practices.^ However, Mr. Griffith and
Senator Douglas had different points of view on the issue. Senator
Douglas’ major concern was the high cost of credit (service charge) on
installment purchases and charge aocoxints. In contrast, as stated above,
Mr. Griffith said that the issue needed to be attacked because of the
^Better Business Bureau, Facts You Should Know About Your Credit
(Boston, 1962), p. 9.
^American Federation of Labor and Congress of Industrial Orgeuai-
zations, op. oit., p. 4.
3
Interview with Mr. George Griffith, Credit Manager of Rich's,
Incorporated, of Atlanta, May 13, 1966.
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following two major reasons, namely: (l) padded costs and (2) lack of
comnamioation between the businessman and the consumer. Mr, Griffith
further stated that the legislators confuse and irritate the consiuner
iriien they scare him about the "actual costs" of installment goods. His
belief was that the cost of credit to the consumer is fair; and he pointed
to a study made by Gouche, Ross, Bailey and Smart as to some evidence
supporting this belief. This auditing firm, referred to by Mr. Griffith,
made a study of eight of this country’s largest department stores; and
they discovered that these stores were Just breaking even on charge
account credit because of the large amoimt of paper work involved in
keeping the accounts.^ Mr. Griffith feels that consumer credit has
helped the average American and has put the econon^ Ydiere it is today.
He also pointed to evidence showing the inqportance of consianer credit
to the consumer because of the fact that most people cannot save enough
money to make oash payments so, therefore, they buy on the installment
plan. Evidently, consvuners have felt that these charges have been fair
because they have kept right on purchasing on the installment plan since
the post-war era of World War II. One may easily agree on this point
because evidence was presented in Chapter II (see table on page 12) that
consumer credit has been on the increase since the post-war period.
The importance of consumer credit to the consumer.—Easy consunwr
credit has helped Americans to enjoy a higher standard of living than
any other country in the world~and to achieve it at a time i/dxen they
Wictor H, Brown and Kenneth P, Mayes, Study of Customer Retail
Credit Costs in Department Stores (New York: National Retail Merchants
Association, 1963), p. 9.
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are still yoiing enough to enjoy it. It has enlarged the markets for the
nation’s goods by proTiding mass distribution for our mass production
industries.
The continued economic growth of industries such as the auto¬
mobile, fumitture, and appliances industries is dependent on people being
able to buy successfully on the installment plan. Consumers have found
that a number of benefits are derived from the use of installment credit.
It gives them great flexibility in the timing of their expenditures.
High-priced goods can be acquired as opportunity or need arises, without
reference to the immediate cash position and usually sooner than would be
possible if credit were not used. Memy consumers use installment credit
as an alternative to spending liquid assets for emergency use or welcome




Consumer credit is an institution in our economy that is not
new by any means. As with most other subjects, a great deal of writing
has been done on this topic. In fact, the question could be asked,
HVhat else can be said about consumer credit that has not been said
already? In ainswering this question, the writer feels that as long as
there is continued economic growth, continued expansion by businesses,
new inventions, product changes, better ideas, and better methods of
production, there will be something new to say about consumer credit.
This is true because there is a direct effect on the consximer whenever
there is a change in a product or when an innovation takes place. This
has been proven by the trend of the average American family to keep up
with these ever-changing products. As new and more convenient products
have continued to flood the market, the American family has found some
way to get them into their homes. Our economic growth has continued to
increase as a result of this trend on the part of the American family.
The present figTire 'of our Gross National Product could not have been
reached without the aid of consumer credit. Also, the American family
could not boast of the fact that its standard of living is one of the
highest among all countries in the world today if it had not had the
help of consumer credit.
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Coasuiner credit has also had its toll on the entreprenexir. Eow-
ever, this was not true prior to World War II. Before this period most
institutions did not want to deal with consvuners because of small profits.
But Immediately after World War II institutions began dealing in consumer
credit on a large scale. Since that time, profits have steadily in¬
creased and bad debt losses have been few. This has encoiiraged the
businessman to continue to invest large svims of money in consumer
credit. It is no doubt, then, that consumer credit will continue to
rise in future years if profit to these businessmen continues to soar and
bad debt losses will remain ^ to 1 per cent of sales.
There is no doubt that consumer credit has had its most profound
effect on the consumer. Without its existence, the consumer would not
be able to pxirchase most durable goods vdiich require extended payments
over a certain period. Since the average American family uses some
type of consumer credit, it would be wise for them to familiarize them¬
selves with the following in5>ortant facts.
First of all every consumer should understand the various types
of consumer credit and be familiar with the services of each type.
Before using any type of consumer credit, he should know what he has to
pay for its usage, and he should use it to buy only tHaSit he needs or
wants. When he does use consumer credit, he should protect his credit
record end make all payments in accordance with his promises. The con¬
sumer should never promise to pay more than he can afford; and if he
cannot make a payment, he should report the circumstances pron5)tly to
his source of credit
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Taking the position of a prognosticator, it looks as if consumer
credit will continue to rise at an ever increasing pace in years to come.
The only factors that could in?)ede its growth rate would be smother majcr
war or another strict regulation such as the one used in World Yfar II.
However, if the consumer and the businessmen continue to work together
so that both parties will reap the best benefits from consumer credit,
it will probably double Itself again by the early 1970’s as predicted
by the Board of Governors of the Federal Reserve System.
BIBLIOGRAPHY
Books
American Fedei^tion of Labor and Congress of Industrial Organizations.
Consumers, Benare. Washington: 1962.
Bandy, William R. Legal Aspects of Credits and Colleotions. St. Louis:
National Retail Credit Association, 1960.
Bartels, Robert and Beckman, Theodore N. Credits and Collections Theoiry
and Practice. New York: McGraw-Hill Book Con^any, Inc., 1949.
Black, Hillel. Buy Now, Pay Later. New York: William Morrow end
Cos^any, 1961.
Blake, William H. How to Use Consvuner Credit Wisely. St. Louis:
International Consumer Credit Association, 1963.
Brown, Victor H., and Mayes, Kenneth P. Study of Customer Credit Costs
in Retail Department Stores. New York: National Retail Merchants
Association, 1963.
Booth, S. Lees. Finance Facts Yearbook. Washington: National Constoner
Finance Association, 1965.
Chapin, Albert F. Credit and Collection Principles and Practices. New
York: McGraw-Hill Book Con^)any, Inc., 1953.
Cheyney, William J. Using Our Credit Intelligently. Washington, D. C.:
National Foundation for Consumer Credlit, 1963.
Durand, David. Risk Elements in Consiuner Installment Financing. New
Jersey: Haddon Craftsmen, Inc., 1941.
Ettinger, Richard P., and Golieb, David E. Credits and Colleotions.
New Jersey: Prentice-Hall, Inc., 1962.
Dauten, Carl A. The Consvuner Finance Industiy in a Dynamic Economy.
St. Leuisl American Investment Company of Illinois, 1959.
Hawver, Carl F. Basic Principles in Family Money and Credit Ifanagement.
Washington! National Consvuner Finance Association, 19^2.
38
39
Making Credit Profitable. St. Louist National Retail Credit Assooiatioa«
1959.
Neifeld, M. R. Neifeld*s Manual on Constmer Credit. Easton, Pennsylvaniat
li^ck Publishing Con^any, 1949.
Reports
Chajnber of Commerce of the United States. Public and Private Debt. A
Report of the Comtaittee on Economic Policy. Washington, D. C.,
1957.
Huntley, Chet and Brinkley, David. Huntley-Brinkley Report. A speech
prepared by Senator Robert F. Kennedy. Washington, D. C., 1966.
National Consumer Finance Association. The Wise Use of Credit. A
report prepared to acquaint the public wiiVi co'nstuner credit.
Washington, 1966.
Other Sources
Hirsh’s Department Store. Personal interview with Mrs. Schaupp,
March 8, 1966.
Rich’s Department Store. Personal interview with Mr. George Griffith,
May 13, 1966.
Articles and Periodicals
Atlanta Journal. An article prepared from the press meeting of President
Lyndon B. Johnson and Reporters, Washington, D. C., March 30,
1966.
Brosky, John J. "Some Suggested Solutions to the Bankruptcy Problem,"
The Credit World, VI (March, 1966).
Business Week. "Is Credit (Quality Getting Too Low"? October 2, 1965.
Changing Times. "All About Credit,"March, 1963.
Rothwell, Jack C., and Schwartz, William D. "Consumer Credit in the
American Econosy," Business Review (July, 1965).
